| nfor mation on Washington’s
Tax Structure

Retall Sales Tax

I\
REVENUE

Theinformation contained in thisfact sheet iscurrent asof thedate of thispublication and provides
general information about theretail salestax. It doesnot cover every aspect of thetax. I n addition, it
doesnot alter or super sedeany administrativeregulationsor rulingsissued by the Department.

RETAIL SALES TAX

Theretail salestax isWashington'sprincipal tax
source. Including therelated usetax, it produced
nearly $5.3 billionin staterevenueduring Fiscal Year
1999, which represented approximately 48 percent
of statetaxesdeposited intothegenera fund. In
addition, local retail salesand usetaxesgenerated
$1.5hillionforloca governments. Thelocal salestax
isanimportant funding sourcefor local government
programs, second only to the property tax.

TAX RATE

Retailerscollect theretail salestax whichiscom-
posed of astate portion, alocal portion, and other
taxes. The stateretail salestax rateis6.5 percent.
Locdl retail salestax ratesrangefrom0.5t0 1.7
percent and may contain Six elements:

[1 Basic0.5 percent city/county tax, effectiveindl
areasof the state;

[1 “Optiona” city/county tax, ranginguptoan
additional 0.5 percent, used by 38 countiesand
al but afew cities;

Public Trangportation Benefit Area(PTBA) tax
for thesupport of local transit systemsmay be
levied at arate up to 0.6 percent;
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Crimind justicetax of 0.1 percentimposedin
certain countieswith voter approval;

|

Publicfacilitiesdigtrictsmay levy atax of 0.1
percent to fund sportsand entertainment centers,
and
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(1 A 0.1 percent tax to fund construction of juvenile
detention facilitieswith voter gpprova.

Other taxesto consider, in additionto theretail sales
tax, are;

(1 Regiond Trangt Authority (RTA) tax of 0.4
percent, collected on salesmadein partsof King,
Pierce, and Snohomish Counties; and

[ King County Food and Beveragetax of 0.5
percent, collected on sales of food and bever-
agesin King County by restaurants, taverns, and
bars.

DISTRIBUTION OF RETAIL SALES TAX

Retail salestax fundsare used by the government
entity that imposesthetax. The statetax isdeposited
inthestategeneral fund, whilecity and county taxes
arereturned totheloca governments. City and
county governmentsusethesetaxesfor genera
expenditure programs. Thetransit tax must be used
for the operation of local transportation systems.

Local revenuesare returned to taxing districtsbased
onthelocation of the sde. For salesoccurring within
cities, the county government receives 15 percent of
both the basic and optional local salestaxes(if it
leviesthe samerate of tax asthecity), whilethecity
receives 85 percent of thelocal tax receipts. Coun-
tiesreceiveall theloca revenuefor salesin unincor-
porated areas. Asreimbursement for the cost of
collection, the Department of Revenueretains1.0to
1.5 percent of local taxes collected.



LOCAL CODING OF SALES

Businesses must report state and local salestax
collections on the Combined Excise Tax Return. To
ensureloca governmentsreceivethe correct amount
of locdl taxes, retailersmust codetheir salesaccording
tothelocationsin whichretail salesaremade.

Salesof goodsand merchandise are
coded to thelocation of theretail
outlet from wherethe purchaseor
ddivery ismade. For most retailers,
thisisthe place of business. How-
ever, busnessesmaking deliveries
fromtheir warehousedirectly to customerswill use
their warehouselocation for local tax coding and rate
purposes. If abuyer picksuptheitem, thesaleis
coded to theretail outlet wheretheitem was obtained.
L abor and servicesare coded according to where
they areprimarily performed. If aningtalation charge
isnormally added to the cost of anitem, theentire
chargefor that itemiscoded tothesitewhereitis
ingdled.

If goodsare being ddivered into Washingtonfroma
point outside of the state and alocal in-statefacility,
office, outlet, agent or other representative partici-
patesin thetransactionin someway, thelocation of
thelocdl in-statefacility, etc., will determinetheplace
of salefor purposesof thelocal salestax. If thereis
noloca Washington facility, etc., thelocation of the
customer will determinethelocation code.

Thelocal salestax rateontheleaseor rental of
tangible personal property dependswhether thelease/
rental involves periodic payments. If asingle payment
ismade, thelessor’splace of businessdeterminesthe
application of thelocd tax. If theitemisleased for an
extended period of timeand thelessee contractsto
make periodic payments, thelocal salestax iscoded
asfollows: (1) leasesfor business purposeswill be
coded to thelessee’ sprincipa place of businessand
(2) leasesto privateindividuaswill becoded to the
lessee’ splace of residence.

To help businesses correctly report their local sales
tax, the Department mailsthe Tax Return Informa-
tion and Local Salesand Use Tax Changesflyer
each quarter withthetax return, which listsall local

jurigdictions, their location codes, and the current local
tax rates.

If you are unsure about whichlocal codeyou should
be using, you may want to take advantage of the
Department of Revenue's Geographic Information
System (GIS). The Gl Sautomatically searchesfor
and identifiesthe proper location codeand tax rate
when you enter the U.S. Postal Service address. For
locationsin King, Pierce, and Snohomish counties,
Gl Sidentifieswhether thelocationiswithintheRTA
boundaries. Department of Revenue'sGl Sisavailable
through the Department'sinternet web siteat http://
dor.wa.gov under the" Services' hot button.

TAX BASE - DEFINITION OF RETAIL SALE

Statelaw definestheactivitiesthat are subject to the
retail salestax. Generaly speaking, al purchasesof
tangible personal property by consumersfor their own
use, areconsideredretail sales. Inaddition, avariety
of servicesarea so taxable, such astheimprovement
of rea or persona property, amusement and recre-
ational businesses, aswell ascertain other persona
sarvicesand activities, including lawn maintenanceand
physical fitnessactivities. Persona and professiona
servicesaregenerdly excluded from salestax.

NOTE: If thegoodsare purchased for resale, then
thebuyer may givetheseller aResale Certificateand
thesalewill be considered awholesale sale, not
subject to salestax. A sample of the Resale Certifi-
cateisshown on page seven.

Thefollowing transactionsarejust afew examplesof
retail salessubject to salestax.

Construction Services:

[ Ingdling, repairing, cleaning,
Improving, constructing, and
decorating real or personal
property for consumers,

] Congtructing andimproving new or existing
buildingsand structures,

] Cleaning, fumigeting, razing or moving structures,
including painting and papering, cleaningand
repairing furnaces and septic tanks, and snow
removd;



Clearing land and moving earth;
Chargesfor materiasused by public road con-

tractorsand other government contractorswhile

constructing or repairing interstate highwaysand
county and city roads,

inclusive, providesabrief explanation of exemptions
fromtheretail salestax. For moredetailed informa:
tion, pleaserefer to the Publicationsand Rules section
at theend of thisfact sheet.

(1 Agricultural Activitiesand Equipment —
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Chargesfor materialsused by contractorswhile
constructing or repairing structuresfor thefedera
government andloca housing authorities;

L andscape maintenance and horticultural services
(excludingfarmers); and

Renting equipment with operators.

Per sonal Services:

O O 0Ooog o o

Physcd fitnessactivities,

Tanning;

Tattooing;

Turkishand steam baths, including hot tubs;
Dating and escort services, and

Chargesfor lodging and the use of real property
for periodsof lessthan onemonth from hotels,
motels, and smilar establishmentswhich provide
accommodations.

Recr eation Services:

N

Amusement and recreational businesses, including
golf, billiards, bowling, and smilar participatory
adtivities,

[ Servicechargesonticketsto professional sporting
events, and
(1 Day tripsfor sghtseeing.

Miscellaneous Services:
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Towing and parking automobiles;
Renting or leasing tangible personal property;
Competitive and network telephone services,

Chargeshy abstract, titleinsurance, escrow, and
credit bureau businesses, including tenant screen-
ing services.

SALES TAX EXEMPTIONS

Numerousitemsand industriesareexempt fromthe
retail salestax. Thefollowinglist, thoughnot all-

Numerousagricultura activitiesare exempt from
theretail salestax. A few of those exemptions
include, but arenot limited to: auction salesmade
by or through auctioneers of goodsthat have been
usedin conducting afarm activity, whenthesdller
isafarmer andthesaleisheld onafarm; repair of
farm machinery used exclusively outsi de Washing-
ton, including partsand labor; poultry, beef and/or
dairy cattleusedin producing an agricultural
product (such asmeat, eggs, milk, etc.). (WAC
458-20-122; -209; -210; -239)

Family Consumer Expenditures—Many items
consumed by familiesare exempt fromtheretail
salestax. Thefollowing arejust afew of the
exempt items: food productsfor human consump-
tion, prescriptiondrugs, hearing aidsand parts
prescribed by licensed dispensers, and newspa
pers. (WAC 458-20-143; -18801; -244)

Fuel —Theretail salestax doesnot apply to
motor vehiclefuel thatis(1) usedinaircraft for
research, development and testing purposes; (2)
purchased for the purpose of public transporta-
tion; (3) purchased by aprivate, nonprofit trans-
portation provider whoiscertified assuch; or (4)
taxable under the motor vehicleor specia fuel tax.
In addition, certain purchasesof other fuelsare
not subject to salestax, such asdiesd fuel usedin
commercial deep-seafishing and deep-sea
chartersand dcohol fud usedinvehiclesand farm
machinery. (WA C 458-20-126)

Government Activities— Direct purchases by
thefedera government, including sdlestoaforeign
government or to any department thereof, and
sadesby themilitary onfedera basesare exempt
fromtheretail salestax. (WAC 458-20-190)

I nter stateand Foreign Commer ce—Persons
engaged inthebusiness of operating asaprivate
or common carrier by air, rail or water ininterstate
or foreign commerce have specific exemptions
fromtheretail salestax. For hiremotor carriers
operaingininterstateor foreign commercea so
have specific exemptions. (WA C 458-20-174; -
175)
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Inter state and Foreign Salesand Salesto
Nonresidents—All salesdelivered to consum-
ersoutside Washington areexempt fromtheretail
salestax. Likewise, salesof itemsfor usein
Alaska, Hawaii and noncontiguousterritoriesof
the United Statesare exempt, if delivered for
direct shipment out of state. In addition, salesof
productsin Washington for use outs de Washing-
tontoresidentsof states, Canadian Provincesor
U.S. territoriesthat impose asalestax of less
than three percent are exempt. (Refer to Excise
Tax Advisory 316.08.193 for alist of qualifying
states, provincesand territories.)

Manufacturer’sMachinery and Equipment
Exemption —Salesof machinery and equipment,
including cogeneration and pollution control
equipment, and repair and replacement parts
having auseful lifeof at least oneyear, used
directly inamanufacturing operation areexempt
from salestax. Thisexemption aso appliestothe
labor and servicesinvolvedintheingtallation,
repair, and maintenance of themachinery and
equipment. (Refer to Information on
Washington’s Tax Structure — Manufacturer’s
Sales/Use Tax Exemption.)

Mation Pictureand Video
Production Companies— :
Thisexemption gppliestothe (&
rental of production equip-
ment and salesof production
Serviceto motion picture companiesor video
production bus nesseswhere the motion picture
or video tapewill be exhibited, sold or broadcast
by someone other than the company producingiit.
Production of erotic material doesnot qualify.
(Refer to Special Notices— New Tax Exemp-
tions for Motion Picture and Video Production
Companies and Expanded Exemptions for
Motion Picture and Video Production Compa-
nies.)

Nonpr ofit Or ganizations— Although nonprofit
organizationsmay beexempt from federa taxes,
they arenot generally exempt fromtaxesin
Washington. However, certain quaified nonprofit
organizationsmay beexempt fromtheretail
sales, businessand occupation, and/or property
taxes. (Refer to Information on Washington's
Tax Sructure —Nonprofit Organizations.)

1 Warehouse Sales Tax Exemption —Certain
construction costs, including materias, labor and
servicesassociated with construction of ware-
housesand grain elevatorsare exempt fromsales
tax. Thewarehouse must be 200,000 or more
squarefeet and graindevatorsmust haveat least
onemillionbushe sof storage capacity. Theexemp-
tion coverseither 50 percent or 100 percent of the
congtruction codts, depending onsize. Thisexemp-
tion doesnot cover local sdestax, only the6.5
percent sate salestax. (Refer to Specia Notice—
Warehouse Sales Tax Exemption.)

CREDITS

Bad Debt Tax Credit (ScheduleB):

A Bad Debt Tax Creditisalowedfor retail sdestax that
has been remitted to the Department, but hasbecome
worthlessor uncollectibleand written off for Federal
Internal Revenue Service (IRS) purposes. Completion
of Schedule B isnecessary if thesdestax rateat thetime
of deisdifferent fromtherateonthetax return.

Other Credits.

Credit Memorandum: Credit memorandumsreceived
fromthe Department of Revenuefor previoudy overpaid
taxes

Sales Tax Paid to Other Sates: If you acquiretangible
personal property and paid sdlesor usetax to another
datebeforeusing the property in\Washington, you may
takeacredit for theamount of tax paidintheother sate
against the Washington usetax owed.

DEFERRALS

Distressed Area SaleUse Tax Deferral
Program:

TheDigressed AreaSdes/Use Tax Deferrd Program
grantsadeferra of slesusetax for manufacturing, re-
search and devel opment, or computer-rel ated businesses
(exdudinglight and power bus nesses) locating in pecific
geographicd aress. Thesdes/usetaxesonqudified
congtruction and equipment costsarewaivedwhendl
qudificationsaremet for agpecified period of time. The
programexpireson July 1, 2004. (Refer to Information



on Washington’s Tax Sructure — Distressed Areas
SalesUse Tax Deferral Program.)

High Technology Sales/Use
Tax Deferral:

Businessesinthefollowing
research and devel opment
technology categoriesmay be
eligiblefor asaes/usetax
deferral. Tobedigible, they
must start new research and devel opment or pilot
scale manufacturing operations, or expand or diversfy
acurrent operation by expanding, renovating or
equipping an existing facility anywherein Washington.
Thetechnology categoriesare:

Advanced computing;

Advanced materids,
Biotechnology;

Electronic devicetechnology; and
Environmentd technology.
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(Refer to Information on Washington’'s Tax Struc-
ture— High Technology Sales/Use Tax Deferral.)

SALES TAX COLLECTION PROCEDURES

Businessesreport stateand locdl retail salestax onthe
Combined Excise Tax Returnson amonthly, quar-
terly, or annual basis. The Department assignsreport-
ing frequenciesbased on thevolume of salesand type
of business.

Tax liability must bereported for al sadlesmadeduring
thereporting period on either theaccrual or cash

recel ptsbasisof accounting. Sdllersareliablefor
remitting the correct amount of tax, evenif they did
not collect the proper amount from the purchaser. All
amountscollected are considered to be trust funds of
thestate.

Retail salestax appliestothe salling price of taxable
transactionsand must be separatdy stated onthebilling
tothe customer. Theadvertised pricemay includethe
amount of tax, if indicated in the advertisement.

Upon request, the Department will provide salestax
rate chartsindicating the amount of combined state
andlocal tax for each selling price. Sellersmust use
the correct schedulefor each locationinwhich sales
aremade.

FOR MORE INFORMATION

For answersto specific questionsabout your retail
salestax liahility, please contact your local Department
of Revenueoffice or the Telephone Information
Center. Their locationsand telephonenumbersare
shown onthelast page of thisfact sheet, or you may
writeto:

Taxpayer Information and Education
Washington State Department of Revenue
Post Office Box 47478

Olympia, Washington 98504-7478

FAX (360) 664-0456

All businessownersshould makeevery effort to be
fully informed of their tax liability. Thefina responsibil-
ity for proper tax reporting restswith thetaxpayer.

PUBLICATIONS AND RULES

Following are some of the publications, forms, laws,
andrulesrelated to theretail salestax:

PUBLICATIONS

[1  Guideto Completing the Washington State
Combined Excise Tax Return

[ Information on Washington's Tax Structure

— Businessand Occupation Tax

— Distressed AreaSales/Use Tax Deferrd
Program

— HighTechnology SalesUse Tax Deferra

— Manufacturer’s SalesUse Tax Exemption
— Nonprofit Organizations

— ResdeCetificate

— UseTax
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Specid Notice

— Expanded Exemptionsfor Motion Picture
and Video Production Companies

— New Tax Exemptionfor Motion Pictureand
Video Production Companies

—  Warehouse Sales Tax Exemption

Tax Return Information and L oca Salesand
UseTax Changes

Tax Topics(variousarticles)
FORMS

Amended Combined Excise Tax Return
Combined Excise Tax Return
Master Application
ResdeCertificate

LAWSAND RULES
Chapter 82.04.050 Revised Code of Washing-
ton (RCW) - Saleat retail - retail sale

Chapter 82.08 Revised Code of Washington
(RCW) - Retail SalesTax

Chapter 82.12 Revised Code of Washington
(RCW) - Use Tax

Chapter 82.14 Revised Code of Washington
(RCW) - Local Retail Salesand Use Taxes

Washington Administrative Code (WAC) 458-
20-102 - Resdle certificates

WA C 458-20-107 - Selling price- Advertised
pricesincluding salestax

WAC 458-20-122 — Sales of feed, seed,
fertilizer, soray materids, and other tangible
personal property for farmuse

WA C 458-20-126 — Sales of motor vehicle
fuel, specid fuels, and nonpollutant fuel

WA C 458-20-143 — Publisher of newspapers,
magazines, and periodicas

[l WAC 458-20-145 - Loca salesand usetax
[1 WAC458-20-169 - Religious, charitable,

benevolent, nonprofit service organizations, and
sheltered workshops

WA C 458-20-170 - Constructing and repairing
of new or existing buildingsor other structures
upon real property

WA C 458-20-173 - Ingtalling, cleaning, repair-
ing or otherwisedtering or improving personal
property of consumers

WA C 458-20-174 — Sales of motor vehicles,
trailers, and partsto motor carriersoperatingin
interstate or foreign commerce

WA C 458-20-175— Personsengaged inthe
businessof operating asaprivate or common
carrier by air, rail or water ininterstate or foreign
commerce

WA C 458-20-189 - Salesto and by the state
of Washington, counties, cities, school districts
and other municipa subdivisons

WA C 458-20-190 - Salesto and by the United
States, itsdepartments, ingtitutionsand instru-
mentalities- Salestoforeign governments

[1 WAC458-20-197 - Whentax liability arises

L WAC 458-20-209 — Farming for hireand

horticultura servicesperformedfor farmers

WA C 458-20-210— Salesof agricultura
productsby farmers

WA C 458-20-211 - Leasesor rental s of
tangiblepersona property, bailments

WA C 458-20-239 — Salesto nonresidents of
farm machinery or implements

WA C 458-20-24001 - Sales and use tax
deferrd - Manufacturing and research/devel op-
ment facilitiesin distressed areas

L WAC 458-20-244 — Food Products
(1 WAC458-20-247 - Trade-ins, selling price,

N

sdlers tax measure
WA C 458-20-254 - Record keeping

Many other adminigtrativerulesareavailablefor
specific activitiesor businesses. The Department of
Revenuewill provide copiesof specificlawsand
rulesupon request. Pleasecall our Telephone
Information Center for thisserviceor visit our web
Steat http://dor.wa.gov.



Department of Revenue

Telephone Information Center
1-800-647-7706
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